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        LKCM Small Cap Core Composite (gross) 13.0% 11.0% 25.5% 16.9% 6.9% 13.0% 11.5% 
LKCM Small Cap Core Composite (net) 12.7% 10.5% 24.2% 15.8% 5.8% 11.8% 10.4% 
Russell 2000® Index 21.5% 22.6% 40.8% 18.6% 7.0% 11.6% 9.6% 

The Russell 2000® Index, an index composed of small cap, public companies, returned 21.5% during 2Q 2026.  Growth was 
the best performing cohort, as the Russell 2000 Value Index returned 17.2% while Russell 2000 Growth Index returned 25.7%. 
Russell 2000 Quality Price Index lagged the broader index, returning 18.2%. Information Technology provided strong returns 
during the quarter, exceeding the index return by ~2.5x. Huge returns from a small subset of names skewed return distribution, 
as investors rushed back into risk assets. The Russell 2000 Semiconductor Subsector Index returned 91.6%. The Health Care 
sector was the second-best performing sector for the quarter, similarly, supported by strength in Biotechnology subsector, 
which further exhibits this momentum in risk assets during the second quarter. 

The U.S. economy remains surprisingly resilient despite restrictive monetary policy, elevated geopolitical uncertainty, and 
inflation that continues to run above the Federal Reserve’s target. Real GDP grew at a 2.1% annualized rate in the first quarter, 
supported by healthy labor markets, strong corporate earnings, and one of the most powerful business investment cycles in 
decades. Unlike prior expansions driven by housing or consumer borrowing, current growth is increasingly fueled by capital 
spending on artificial intelligence, automation, manufacturing reshoring, and infrastructure. AI-related investment in 
equipment, software, and data centers is estimated to have contributed roughly three-quarters of first-quarter GDP growth, 
creating demand well beyond technology and into industrial, construction, power, and transportation sectors. While inflation 
pressures persist due to energy costs, tariffs, and infrastructure bottlenecks, these are primarily supply-driven constraints rather 
than evidence of excessive demand, making Federal Reserve less likely to tighten monetary policy. The near-term economic 
outlook remains constructive, although higher long-term interest rates and growing federal debt warrant monitoring.  

Financial markets continue to be supported by robust earnings expectations, with Russell 2000® Index profits projected to 
grow approximately 27% in 2026. However, outsized gains have remained principally concentrated in a small group of AI-
related companies, reflecting investor confidence that massive AI capital spending will translate into sustained cash flow and 
productivity gains. Half of the top-10 contributors to the index’s returns were unprofitable, reinforcing the beta-driven advance 
that continues to see quality underperform. Unprofitable companies in the index outperformed profitable companies by 
1200bps in the quarter, extending a run experienced over four of the past five quarters. The fundamental backdrop with 
accelerating earnings reinforced the increase in risk appetite. While AI is likely to transform the economy, the key investment 
question is whether today’s extraordinary earnings and capital investment represent the beginning of a durable secular growth 
cycle or cyclical peak in profitability. LKCM views the economic backdrop favorably but cautions that some equity valuations 
already discount a very optimistic future, making it essential for investors to distinguish between companies benefiting solely 
from a, potentially, temporary surge in AI spending and those capable of generating sustainable long-term returns. 

The LKCM Small Cap Core composite returned 12.7% net of fees for the quarter-ended June 30, 2026, as compared to an 
increase of 21.5% for the Russell 2000® Index.  Our underweight positions in both Utilities and Real Estate sectors provided 
the largest contributions to portfolio relative performance from sector weights. The two weakest contributions to relative 
performance resulted from Cash & Equivalents (cash drag) and our overweight in Consumer Staples. Overall, our sector 
exposures detracted from portfolio performance relative to the Russell 2000® Index during the quarter, largely driven by cash 
drag. Securities selection within the sectors contributed greatest in the Materials and Energy sectors, while the weakest 
attributions from security selection for the quarter were in Information Technology and Health Care sectors. These two sectors 
represented most of the negative selection effect during the quarter. 

Our investment strategy is to maximize our internal, research-intensive process and to identify competitively advantaged 
companies that generate strong financial returns with attractive reinvestment opportunities. We strive to purchase these stocks 
at attractive prices.  We believe these companies increase the value of their enterprise which will lead to long-term equity 
returns for our investors.  Our goal is to generate superior returns through market cycles relative to our benchmark by 
consistently executing our investment strategy and minimizing the risk (volatility) of the portfolio in pursuit of long-term, 
capital appreciation. 

*   10/1/94 –6/30/26 
** This presentation is supplemental to the attached GIPS Report.  Past performance is not indicative of future results. 
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